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Question 1 


In 2011, Linda bought 50 000 shares of Syco Ltd (Syco), a publicly listed company, which is a 
leading upmarket retailer with stores throughout Australia. 


In 2013, Syco contracted with Magic Builders Ltd (Magic) for the construction of four new stores for 
$8 million. At the Syco board meeting at which the Magic contract was considered, Alba, Syco’s 
managing director, revealed that she had been a non-executive director of Magic for eight years, but 
said she had not participated as a member of the Magic board in approving this particular contract. 
Alba, believing it to be a fair contract, joined the other four Syco directors in voting to approve the 
contract. In fact, however, subsequent investigation revealed that the price charged by Magic was 


excessive and unfair to Syco. 


In January 2014, Linda died, leaving all her Syco shares to her son, Thom. After observing Alba’s 
leadership for a couple of months, he concluded that she was not the best person to manage the 
company. Thom requested Alba’s permission to inspect Syco’s register of members with a view to 
soliciting proxies from other shareholders to unseat Alba at the annual shareholders’ meeting. Alba, 
fearing that Thom would be successful, refused, and Thom was unable to gain a seat on the board. 


At the annual shareholders’ meeting three weeks ago, Alba announced that Syco had suffered a $20 
million loss during the last financial year and that this information would be published within ten days 
in Syco’s annual financial report. She then tendered her resignation, which was accepted effective 
immediately. 


Five days later, Alba sold 100 000 Syco shares for $25 per share at the current market price. After the 
published announcement, Syco’s share price dropped to $15 per share. Thom has recently asked the 
remaining directors to bring an action against Alba, but they refused. 


Advise Thom on both (a) and (b): 


(a) Has Alba breached her duties to Syco under the general law and the Corporations Act 
2001 (Cth)? 


(b) What remedy, if any, may Thom seek against Alba? 
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Question 2 


In 2005, Bob was approached by a gold prospecting company, GP Pty Ltd (GP), registered in 
Victoria, to provide start-up capital for GP. In exchange for doing so, he took a large number of 
shares in the company and was appointed the managing director of GP. The only asset of GP was a 
70% gold prospecting interest in the gold mining tenement known as the AAA tenement. The 
remaining 30% interest in the AAA tenement was held by another company, Yellow Gold Pty Ltd 
(YG). 


In November 2005, a group of geologists, called the Australian Minerals Consultants (AMC), were 
trying to promote a nickel project proposal and were actively seeking capital. A stockbroker, Max, 
suggested that AMC should contact Bob to have their proposal considered on behalf of GP. When 
AMC put the proposal to Bob, Bob made an offer to AMC that AMC should use GP as the company 
to operate the project. Bob’s offer was rejected as AMC wanted a new company to be formed to 
operate the project. 


After AMC and Bob met several times during December 2005, it was agreed that a new listed 
company should be formed to promote the nickel proposal. The agreement was as follows: 


e Bob would inject $400 000 start-up capital in return for shares in a new listed company, 
known as Desert International Gold NL (DIG); 


e Bob would be appointed to the DIG board; and 


e GP would receive two million shares in DIG in return for the 70% interest in the AAA 
tenement held by GP. 


In January 2006, DIG was incorporated and Bob was appointed to the DIG board. GP thus became the 
largest shareholder of DIG. 


In February 2006, Bob became aware that the 30% interest in the AAA tenement held by YG was for 
sale for $50 000. In the following month, a company, BB Pty Ltd (BB), controlled by Bob purchased 
that 30% interest from YG. Then BB sold its 30% interest in the AAA tenement to DIG for $100 000. 
At no time did Bob tell the GP board that the 30% interest in the AAA tenement was for sale. Since 
then, shares in DIG continued to grow in value as the company became a large and successful gold 
and nickel producer. 


In February 2014, when the board learned that BB purchased the 30% interest in the AAA tenement 
from YG, and later sold this interest to DIG, the company commenced legal proceedings against Bob. 


Answer both (a) and (b): 


(a) Has Bob breached any duty owed to GP under the general law and the Corporations Act 
2001 (Cth)? 


(b) What remedy, if any, may GP seek against Bob and the company he controlled, BB? 
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Question 3 


OZ Ltd (OZ) is a listed public company, which is one of Australia’s largest providers of financial 
services including retail, business and institutional lending, funds management, superannuation, 
insurance and investment. OZ has a wholly owned subsidiary, VIP Pty Ltd (VIP), and a partly owned 
subsidiary, TOP Finance Ltd (TOP). 


In October 2012, OZ loaned WEST Homes Ltd (WEST) $50 million to finance a residential property 
development in Sydney. However, WEST defaulted on the loan in April 2013, when the property 
market was depressed. After long negotiations, WEST and OZ finally reached an agreement under 
which WEST transferred a parcel of its undeveloped land to VIP, and OZ discharged WEST’s 


mortgage. 


However, the original non-performing loan of WEST remained in OZ’s accounts. To address this 
problem, Miro, the managing director of OZ, approached the board of directors of TOP, 
recommending that TOP lend $50 million in cash to VIP to repay the WEST loan, and that TOP 
accept the land transferred to VIP as security. According to Miro, the net effect of this arrangement 
was that instead of WEST owing OZ $50 million, VIP owed the same amount to TOP. The board of 
TOP agreed with Miro’s recommendations and the directors all voted in favour of lending the $50 
million to VIP. 


Two months later, Adoni was appointed to the board of TOP as a non-executive director. When Adoni 
learned about the $50 million loan by TOP to VIP, he made an inquiry into the financial position of 
VIP and the market value of the land given by VIP as security. At the meeting in July 2013, Adoni 
informed the TOP board that he was unhappy about the loan because the land was worth only around 
$10 million and VIP was unlikely to be able to repay the loan. 


Answer both (a) and (b): 


(a) Have the directors of TOP and Miro breached their duties under the general law and the 
Corporations Act 2001 (Cth)? 


(b) Would your answer be different if OZ owned all of the shares in TOP? 
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Question 4 


Dundee, the managing director of Brick Home Co Ltd (BH), requests a loan of $3 million from Quick 
Finance Ltd (QF) to finance his takeover bid for Armidale Home Ltd (AH). However, his request for 
the loan is rejected by QF. Dundee discusses his takeover plan with Jack, his close friend and the 
managing director of AH. Jack is very happy with Dundee’s takeover offer. With the approval of 
other AH’s directors, Jack subsequently enters into an agreement with QF. Under the agreement, QF 
is prepared to provide Dundee the $3 million loan on the condition that AH is bound to sell a parcel of 
AH’s undeveloped land to BBC Home Co Ltd (BBC), a subsidiary of QF. As a result, this 
arrangement enables Dundee to make a takeover bid for AH. 


However, Clara and Abba, two major shareholders of AH, accidentally discovered the secret deal 
between Jack and QF and they are strongly opposed to Dundee’s takeover offer. 


Advise Clara and Abba as to: 


(a) Whether the directors of AH, and in particular Jack, have breached their duties owed to 
AH under the general law and the Corporations Act 2001 (Cth); and 


(b) What remedy, if any, they may seek against the directors of AH. 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 
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